
 
 

 

NTCA–The Rural Broadband Association 
4121 Wilson Boulevard, Suite 1000, Arlington, Virginia  20003 
(703) 351-2000 (Tel) ● (703) 351-2001 (Fax) 

   
 

September 12, 2013 
 
Ex Parte Notice 
 
Ms. Marlene H. Dortch, Secretary 
Federal Communications Commission 
445 12th Street, S.W. 
Washington, D.C. 20554 
 

Re: Connect America Fund, WC Docket No. 10-90; High-Cost Universal Service 
Support, WC Docket No. 05-337; AT&T Petition to Launch a Proceeding 
Concerning the TDM-to-IP Transition; Petition of the National 
Telecommunications Cooperative Association for a Rulemaking to Promote and 
Sustain the Ongoing TDM-to-IP Evolution, GN Docket No. 12-353; Technology 
Transitions Policy Task Force, GN Docket No. 13-5 

 
Dear Ms. Dortch: 
 
On Tuesday, September 10, 2013, the undersigned, on behalf of NTCA–The Rural Broadband 
Association (“NTCA”), together with Joshua Seidemann of NTCA, Derrick Owens and Gerry Duffy 
on behalf of the Western Telecommunications Alliance, Regina McNeil and Jim Frame on behalf of 
the National Exchange Carrier Association, Robert DeBroux of TDS Telecom, and Larry Thompson 
of Vantage Point Solutions met with Carol Mattey, Steve Rosenberg, Amy Bender, Travis Litman, 
Talmage Cox, Doug Slotten, Randy Clarke, Chin Yoo, Erin Boone, Joe Sorresso, and Kalpak Gude 
of the Wireline Competition Bureau (the “Bureau”) regarding matters in the above-referenced 
proceedings. Information provided in this meeting is enclosed with this correspondence. 
 
First, we discussed the consideration of a targeted program to refine universal service support 
mechanisms in areas served by rate-of-return-regulated rural local exchange carriers (“RLECs”) to 
facilitate consumer choice and stimulate adoption of broadband.  We noted how the parties had 
already submitted detailed proposed rules explaining how such targeted updates could aid the 
transition from legacy support mechanisms to a Connect America Fund (“CAF”) for RLECs. See 
Comments of NTCA, et al., WC Docket No. 10-90 (filed June 17, 2013), at 1-10 and Attachment 1.  
We also provided a handout explaining in further detail how specifically those targeted rule changes 
would, as is the case for price cap carriers under their CAF programs, support broadband-capable 
networks regardless of whether any given RLEC consumer chooses to take voice telephony service 
that will be offered by the RLEC on a given line.  We expressed interest in continued conversations 
necessary to achieve timely implementation of the proposed data-only broadband funding proposal to 
ensure that consumers in RLEC-served areas can participate meaningfully in an IP-enabled, 
broadband-capable world while having a panoply of service options from which to choose on a 
supported network. 
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Next, we discussed how to proceed with respect to the need for changes to the quantile regression 
analysis (“QRA”)-based caps in the wake of the Sixth Order on Reconsideration released by the 
Federal Communications Commission (the “Commission”) earlier this year and the Bureau’s order 
earlier this summer providing additional temporary relief from the caps.  We discussed in particular 
the need to balance the Commission’s desire to apply fiscal discipline in the use of universal service 
support through the QRA mechanism with the specific requirement that such support be predictable 
and with broader public policy objectives that contemplate transparency in regulation.   
 
To achieve such a balance, we provided a summary (enclosed) of a new proposal that would establish 
a Capital Budget Mechanism as an alternative to the current means of applying the QRA caps.  We 
explained how this new Capital Budget Mechanism should satisfy the objective of ensuring fiscal 
responsibility within all RLEC-specific support mechanisms (including a new standalone broadband 
CAF support program) while dispelling the confusion caused by current application of the QRA to 
past investments and allowing for clearer definition of what limits, if any, might apply to recovery of 
universal service support for future investments.  We discussed how this proposal would provide, in a 
streamlined way, transparent carrier-specific investment budgets (for purpose of prospective 
investment support eligibility) that reflect local conditions and are tied to that carrier’s individualized 
need to replace aging plant. 
 
Finally, consistent with prior filings, we also discussed issues that require resolution before RLECs 
can evaluate possible voluntary paths to avail themselves of alternative model-based universal 
service support. See Comments of NTCA, et al., WC Docket No. 10-90 (filed June 17, 2013), at at 
11-27.  We provided a summary of RLEC perspectives on various aspects of the model currently 
under development, and noted that while individual RLEC members might be interested in seeking 
model-based universal service support, this specific model would require modification and further 
review in a number of ways to be perceived as a viable optional path.  In particular, we discussed 
how the current model is being developed by the Bureau on delegated authority for the limited and 
narrow purpose of distributing support in price cap areas pursuant to a defined budget target.  We 
noted that it would therefore be inappropriate to consider aspects of that model – such as specific cost 
inputs, the alternate technology cutoff, or the term of support distribution under the model – as 
precedential in nature or otherwise of any impact or import to RLECs or their consumers. See, e.g., 
Wireline Competition Bureau Blog Posting, WCB Cost Model Virtual Workshop 2012 - Support 
Thresholds (dated May 17, 2013) (available at: http://www.fcc.gov/blog/wcb-cost-model-virtual-
workshop-2012-support-thresholds) (noting that the Commission concluded that “a small number of 
extremely high-cost census blocks . . . should receive funding specifically set aside for remote and 
extremely high-cost areas . . . rather than receiving CAF Phase II support” and “[t]he threshold 
should be set to maintain total support in price cap areas within our $1.8 billion annual budget”).   
We expressed interest in continued discussions with the Commission and the Bureau to address these 
specific issues associated with alternate model-based support options in a way that would be more 
applicable to and appropriate for areas served by RLECs should they desire to avail themselves of 
such an option. 
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Thank you for your attention to this correspondence.  Pursuant to Section 1.1206 of the 
Commission’s rules, a copy of this letter is being filed via ECFS.  
 
       Sincerely, 
 
        /s/ Michael R. Romano 

Michael R. Romano 
Senior Vice President – Policy 

 
Enclosures 
 
cc: Carol Mattey 

Steve Rosenberg 
Amy Bender 
Travis Litman 
Talmage Cox 
Doug Slotten 
Randy Clarke 
Chin Yoo 
Erin Boone 
Joe Sorresso 
Kalpak Gude 



 

STAND ALONE BROADBAND SUPPORT 

Rural consumers require an immediate solution that makes predictable and sufficient USF support 
available when a consumer chooses to purchase Data‐Only Broadband services but declines to 
purchase voice telephone service offered by the RLEC. 

Such support would be consistent with, and is in fact compelled by, the Transformation Order, which 
found that while ETCs are required “to offer voice telephony service as a standalone service throughout 
their designated service area” (¶80), Section 254 also grants the authority “to support . . . the facilities 
over which it is offered” (¶64). The FCC further found that ETCs must, as a condition of such support, 
offer broadband over those same facilities “at rates that are reasonably comparable to offerings of 
comparable broadband services in urban areas.” (¶86) The Connect America Fund for larger, price‐cap 
regulated services, in turn, provides support for broadband‐capable networks regardless of the service 
selection of any given customer in the area (voice or broadband). By contrast, consumers in areas served 
by smaller companies risk being left behind in the IP Evolution absent a similar construct. 

Proposal: 

Data‐Only Broadband Service is a stand‐alone broadband Internet access transmission service sold 

without voice service that requires the use of the same loop facility that has the ability to provide access 

to the PSTN, or its functional equivalent. 

A Broadband Subscriber Line Charge (BBSLC), together with a tariffed wholesale transmission rate, 
forms a benchmark to ensure consumers in rural areas pay a reasonably comparable amount for 
broadband Internet access service when they do not purchase POTS with the Broadband service.  
Support for Data‐Only Broadband Service loop cost funding would be calculated as the difference 
between the loop‐related cost to provide the service and the revenues from the BBSLC. 

• Data‐Only transmission service would require RLECs to recover (or impute) two separate 
benchmark components from the end user and/or ISP: (1) a Broadband Subscriber Line Charge of 
capped at $26 per month that helps to recover loop‐rated costs; and (2) the NECA tariff wholesale 
data‐only transmission rate, or equivalent, that helps to recover network‐related transmission 
costs on a Title II Common Carrier basis.  

• As customers migrate to Data Only Broadband Service, HCL support and ICLS decrease while 
support for Data‐Only Broadband Service loops increases.  

• Neither this support mechanism nor the benchmark components would provide for recovery of 
middle mile and other non‐network ISP operational costs. This is in contrast to the price cap 
model, which includes some middle mile costs and some non‐network ISP operational costs in 
both the applicable benchmark and the Connect America Fund support mechanism itself.  

 Narrow Rule Changes: 

 Proposed Rule language (attached) was included in June 17, 2013 Association Joint Comments 

• No modification would be needed to Part 36 Separations Rules.  

• Limited addition of language would be needed to Part 54 defining and establishing support for 
Data‐Only Broadband Service.  

• Limited changes would be needed to existing Part 69 Rules to modify assignment of interstate loop 
costs from Special Access to Common Line element for Data‐Only Broadband Service and creation 
of a Broadband Subscriber Line Charge    



 
Proposed Data‐Only Broadband Service Support Rule Language [New Rule Language Underlined] 

§ 54.5 Terms and Definitions 
 

Data Only Broadband Service is defined as transmission service from an end user to a 
connection point with an ISP sold without voice service, but over a facility that has the ability to 
provide voice grade service with access to the PSTN or its equivalent.. 

 

§ 54.302 Monthly per‐line limit on universal service support. 
 

(a)  Beginning July 1, 2012 and until June 30, 2013, each study area's universal service monthly 
support, including data-only broadband support, (not including Connect America Fund support 
provided pursuant to § 54.304) on a per-line basis shall not exceed $250 per-line plus two-thirds 
of the difference between its uncapped per-line monthly support and $250. Beginning July 1, 
2013 and until June 30, 2014, each study area's universal service monthly support on a per-line 
basis shall not exceed $250 per-line plus one third of the difference between its uncapped per-
line monthly support and $250. Beginning July 1, 2014, each study area's universal service 
monthly per-line support shall not exceed $250. 
(b) For purposes of this section, universal service support is defined as the sum of the amounts 
calculated pursuant to §§ 36.605 and 36.631, of this chapter and §§ 54.301, 54.305, 54.322 and 
54.901 through .904. Line counts for purposes of this section shall be as of the most recent line 
counts reported pursuant to § 36.611(h) of this chapter plus data-only broadband lines. 
(c)  The Administrator, in order to limit support to $250 for affected carriers, shall reduce safety 
net additive support, high-cost loop support, safety valve support, interstate common line 
support, and data-only broadband support in proportion to the relative amounts of each support 
the study area would receive absent such limitation. 

 
§ 54.322 High Cost Support for Data Only Broadband Service 
 

For rural rate of return ILEC study areas, each Data‐Only Broadband Service transmission line 
meeting the criteria outlined in §54.5 shall receive Data‐Only Broadband Support based on 
the difference between the cost of providing the loop facilities as determined by the 
provisions of § 36.621 (a)(1) through (a)(4) of the Commission’s rules, or its Category 2 
equivalent cost, and the revenue from  the Data‐Only Broadband Service 
Charge pursuant to § 69.132(a). Preliminary support amounts will be based on projected costs 
and revenues and trued‐up  when  actual data becomes available in pursuant to the schedule 
set forth in § 54.323. 

 

§ 54.323 Obligations of rate–of–return carriers and the Administrator for Data Only Broadband Service 
 

(a)  To be eligible for Data‐Only Broadband Support, each rate‐of‐return carrier shall make 
the following filings with the Administrator 

1)   Each rate‐of‐return carrier shall submit to the Administrator annually on March 
31st projected data necessary to calculate the carrier’s prospective Data Only 
Broadband Support, for each of its study areas in the upcoming funding year. The 
funding year shall be July 1 of the current year through June 30 of the next year. Each 
rate‐of‐return carrier will be permitted to submit a correction to the projected data 
filed on March 31 until June 30 for the upcoming funding year. On June 30 each rate‐of‐
return carrier will be permitted to submit to the Administrator an update to the 
projected data for the funding year ending on that date. 
2)   Each rate‐of‐return carrier shall submit to the Administrator on December 31st of 
each year the data necessary to calculate a carrier’s Data‐Only Broadband Support, 
including cost and revenue data, for the prior calendar year. Such data shall be used by 
the Administrator to make adjustments to monthly Data‐Only Broadband Support 
amounts in the final two quarters of the following calendar year to the extent of any 
differences between the carrier's Data‐Only Broadband Support received based on 



 
projected data and the Data‐Only Broadband Support for which the carrier is ultimately 
eligible based on its actual data during the relevant period. 

 
§ 69.132 Data‐Only Broadband Service charges for non‐price cap incumbent local exchange carriers. 
 

(a)  This section is applicable only to incumbent local exchange carriers that are not subject to 
price cap regulation as that term is defined in § 61.3(ee) of this chapter.  A charge that is 
expressed in dollars and cents per line per month shall be assessed upon end users that 
subscribe to Data‐Only Broadband Service.  The maximum monthly charge for each Data‐Only 
Broadband Service line shall be the lesser of one‐twelfth of the projected annual revenue 
requirement for the Data‐Only Broadband Service in §69.501(g)(ii) divided by the projected 
average number of Data‐Only Broadband Service lines in use during such annual period or 
$26.00.  
 

§ 69.501     General 
 

(f)   Until December 31, 2013, the Common Line element revenue requirement shall be 
apportioned between End User Common Line and Carrier Common Line pursuant to § 69.502. 
The Common Line element annual revenue requirement shall be described as the base factor 
portion for purposes of this subpart. 

 
(g)    Beginning January 1, 2014, the Common Line element revenue requirement shall be 

apportioned to End User Common Line, Data‐Only Broadband Service, and Carrier Common 
Line. 

(1)  The Common Line element annual revenue requirement less Data‐Only 
Broadband Service determined pursuant to §69.501(g)(ii)  shall be described as the 
base factor portion for purposes of this subpart and apportioned between End User 
Common Line and Carrier Common Line pursuant to §69.502. 
(2)  The Data‐Only Broadband Service revenue requirement shall consist of a shift 
from the Special Access Element, §69.114, to the Common Line Element equal to 
the loop cost of providing the service as determined pursuant to §54.322. 

 
§ 54.901 Calculation of Interstate Common Line Support. 

 
(a)   Interstate Common Line Support available to a rate‐of‐return carrier shall equal the Common 
Line Revenue Requirement per Study Area  less the Data‐Only Broadband Service as calculated in 
accordance with §69.501 of this chapter minus: 

 
(1)      the study area revenues obtained from end user common line charges at 
their allowable maximum as determined by §§ 69.104(n) and 69.104(o) of this 
chapter; 
(2)      the carrier common line charge revenues to be phased out pursuant to 
§ 69.105 of this chapter;  
(3)      the special access surcharge pursuant to § 69.115 of this chapter; 
(4)      the line port costs in excess of basic analog service pursuant to § 69.130 of this 
chapter; and 
(5)      Any Long Term Support for which the carrier is eligible or, if the carrier ceased 
participation in the NECA common line pool after October 11, 2001, any Long Term 
Support for which the carrier would have been eligible if it had not ceased its 
participation in the pool. 

 

 



EFFECT ON RURAL CONSUMERS OF PROVIDING OR NOT PROVIDING  
STANDALONE BROADBAND SUPPORT  

 
Benchmark 
Component 

Benchmark/Retail Rate/Other Amount 
Needed for Cost Recovery From 
Individual Consumer 

Relevant Costs Covered 

  Provide Support Per 
Group Proposal 

Not Providing
Support 

Broadband SLC  $26.00  Regulated Local Loop Costs 
 (developed on Title II basis pursuant to 
Parts 32, 36, 64, and  69) 

Wholesale 
Transmission Tariff 
Rate 

$15.051 Regulated Costs of Non‐Loop 
Transmission Facilities and Equipment to 
Enable Broadband Internet Access 
(developed on Title II basis pursuant to 
Parts 32, 36, 64, and  69) 

Wholesale 
Transmission Tariff 
Rate 

 $77.632 Regulated Facilities‐Based Network Costs 
of Loop and Transmission to Enable 
Broadband Internet Access (developed 
on Title II basis pursuant to Parts 32, 36, 
64, and  69) 

Total Cost Recovery 
from Consumer for 
Supported/Regulated 
Network Elements 

$41.053  $77.632 Regulated Facilities‐Based Network Costs 
of Loop and Transmission to Enable 
Broadband Internet Access  

Middle Mile Costs4  $6.50  $6.50 Unsupported unregulated network costs 
for transmission from Broadband Access 
Service Connection Point and 
connections to Internet backbone 

Other ISP Costs  $X5  $X5 Unsupported unregulated non‐network 
costs associated with provision of 
Broadband Internet Access to consumers 
(e.g., marketing, help desk) 

Total Approximate 
Consumer Rate for 
Finished Broadband 
Internet Access  

$47.55 PLUS 
(banded) 

$84.13 PLUS
(banded) 

Finished Broadband Internet Access 
Service 

 

                                                            
1  2013 Annual Filing – DSL Voice-Data 1/6 Mbps, Rate band 9,Opt B, 3 Year – Rates for rate bands 1-15 
range from $8.98 to $17.80 
2  2013 Annual Filing – DSL Data-Only 1/6 Mbps, Rate band 7, Opt B, 3 Year – Rates for rate bands 1-15 
range from $46.57 to $93.01 

3  Note this is a rate banded total, and that the total benchmark would actually range from $34.98 to $43.80 
depending on the rate band (i.e., the relative distance and density of the market). 
4  The cost of $6.50 per broadband line is calculated from a $26 weighted average cost per Mbps for Ethernet 
middle mile (from NECA’s 2011 Middle Mile Data collection), multiplying by 4 (for 4 Mbps), and then dividing by 
16 (for oversubscription).  Although support should be provided for such costs and apparently is included to some 
degree in the price cap model, such costs are currently unsupported for RLECs.  
5  “X” represents the additional unsupported, unregulated non-network costs that the typical ISP would incur 
to deliver a finished Broadband Internet Access Product to a consumer.  Such costs may include sales and marketing 
functions, help desk operations, etc.  While such costs may vary widely based upon company size, size of 
addressable customer market, and other factors, a typical business’ sales and marketing budgets, for example, will 
each often equal approximately 7% to 8% of revenue. 



NEW CAPITAL BUDGET MECHANISM (“CBM”) 
 
 

 Goal: Satisfy FCC desire for fiscal responsibility in USF/CAF distribution, while also providing 
more predictable and transparent budgeting tools to guide RLEC network investment. 

o Manage future investment-related growth in USF through reasonable, responsible pacing of 
investments tailored to local conditions and challenges 

o Avoid confusion of changing caps and complex, difficult-to-decipher formulas, while using a 
trigger, if needed, to identify potential “outliers” whose ability to rely upon USF/CAF to 
recover future investments may be limited accordingly 

 
 Simple Four-Step CBM Framework: 

o Step 1: Determine Current Loop Investment 
 Total Loop Investment for each RLEC Study Area, adjusted for inflation 

o Step 2: Determine Future Allowable Loop Investment (“FALI”) 
 Budget for FALI Would be Based Upon Replacement of Depreciated Plant 

 Provides transparent budget for replacement of depreciated plant by each 
RLEC; precludes support to replace plant that is still used and useful 

 Deprecation is already tracked as part of QRA; should therefore not be 
difficult to identify what portion of loop plant is depreciated 

o Step 3: Use a Trigger to Identify Alleged “Outliers” for Possible FALI Adjustment  
 Identify Perceived “Inefficiencies” and Enable Appropriate Adjustment of FALI for 

Prospective Investment 
 If a trigger “flags” an alleged “outlier,” FCC staff can then examine the 

nature of that RLEC’s loop plant investment for potential adjustment 
specifically of prospective investment budget 

o Step 4: Use Final FALI to Establish the Annual CBM Budget for Loop Plant Investment 
 Simple step would divide each RLEC’s FALI (as possibly adjusted in Step 3) by a 

period of years to establish the “budget” of supported additional  investment allowed 
for each year 

 CBM would thus spread investment efforts over time and link future investment to 
replacement in each case of old plant 

 RLECs could choose to invest more than CBM budget in any given year, but 
would do so without USF/CAF support until it fits within FALI. 

o Repeat Steps 1 through 4 each year to determine Annual CBM Budget for each RLEC 
 Provide narrow, constrained exceptions for: (a) very small companies; (b) some 

provision for routine maintenance and upgrades; (c) greenfield builds; and (d) a 
waiver process (e.g., natural disasters, etc.). 

 
 The CBM Strikes an Appropriate and Desirable Balance Between the Need for Fiscal 

Responsibility and Predictability in USF/CAF Distribution.  
o The CBM Framework Would Demand Accountability of RLECs, and Give the FCC Tools to 

Adjust Budgets for Found Inefficiencies in Prior Investment 
o The CBM Framework Would Help Remedy Uncertainty Arising Out of Current Constraint 

Mechanisms, and Give RLECs Clearer Guidance in Understanding What They Can Do to 
Deliver Upgraded Broadband-Capable Loop Plant for the Benefit of End Users. 



RoR Carriers Voluntary Participation in the Connect America Cost Model (CACM) 
 
General Observations 
Some RoR LECs may opt to receive USF support via the Connect America Cost Model (CACM). 
However, several threshold issues must be resolved to extend model to RoR carriers.   

 The current CACM is designed for price cap carriers, and to ensure that its distributions to them stay 
within a defined budget for those providers. 

 The CACM’s design does not take into account the make-up and operating environments of RoR 
carriers.  In particular, most RoR carriers lack the ability of price cap carriers to “average out” their 
costs between their more densely and sparsely populated areas.  Therefore, the use of model-based 
support is likely to have a more negative impact on a RoR company’s ability to recover its costs and 
reinvest in its network. 

 As a result, it is difficult to evaluate whether the CACM can spur sustainable broadband investment in 
less populated and higher cost rural areas until adjustments to reflect RoR carrier circumstances are 
incorporated into the model.   

 
Cost-Specific Observations 

 Data-accuracy problems, particularly with the National Broadband Map, study area maps, and 
allocation of items to service areas, raise serious questions regarding the model’s determination of 
eligibility and amounts of USF funding in rural areas served by smaller providers. 

 The CACM uses of a weighed average cost of capital (WACC) that is unrealistically low given the 
operating circumstances and risks faced by RoR carriers. 

 The model’s CapEx and OpEx inputs are derived primarily from price cap carriers, and do not capture 
the variation and variability of the costs of much smaller carriers. 

 Middle mile costs of RoR carriers must be more precisely identified and included to ensure affordable, 
high-quality and reasonably comparable broadband services for their customers. 

 
Policy-Related Observations 
Concerns that many policy-related considerations are already “hard-wired” into the CACM mechanism will 
deter rate-of-return carriers from voluntarily participating.   

 Because CACM has been configured first and foremost to fit within the price cap budget, it does not 
take into account the real need to support costs of deploying and providing broadband in rural areas.   

 Any benchmark used in the CACM’s distribution module must ultimately satisfy the fundamental 
mandate of reasonably comparable rates for customers in rural and urban areas. 

 Any alternate technology cutoff must satisfy the statutory mandates of universal service and must not 
relegate vast swaths of rural consumers to substandard service. 

 The CACM needs to take into consideration the presence or absence of a recipient’s ability to 
recognize efficiencies gained by serving both high-cost and lower-cost census blocks in a contiguous 
“proximate geography.” 

 
Suggested Structural Modifications 

 The Commission should develop a path that would allow individual RoR carriers to elect model-based 
support without having to convert to a full price cap carrier or having to formally participate in the 
CAF Phase II program immediately.   

 The five-year limit on the distribution of model-based support should be eliminated, and support 
should be distributed for a minimum of 10 years and then recalibrated rather than proceeding to 
reverse auction.  

 The self-reported and potentially unvalidated National Broadband Map should not be used to 
determine which areas are served by a purported competitor, so that model-based universal service is 
not denied in areas that in fact need support to sustain service to consumers.  




